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UNCLAS MADRID 09377 

US OECD 

USEEC 

DEPT PASS TREASURY, EXIM, FRB, COMMERCE 

E.O. 11652N/A 
TAGS EFIN, SP 

SUBJECT: SPANISH FOREIGN DEBT: SOME REFINANCING PLANNED. 

REF: MADRID 7231 

1 . THE SPANISH AUTHORITIES RECENTLY ANNOUNCED THEIR 
INTENTION TO REFINANCE A CONSIDERABLE PORTION OF SPAIN'S 
FOREIGN DEBT. TAKING ADVANTAGE OF RECORD FOREIGN 
EXCHANGE RESERVES (APPROACHING $9 BILLION), SHARPLY 
REDUCED EUROMARKET RATES AND A STEADY UPWARD MOVEMENT 
OF THE PESETA AGAINST THE DOLLAR, SPAIN HAS DECIDED TO 
PREPAY WHAT APPEARS TO BE THE ENTIRE ONE BILLION DOLLARS 
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OF THE AUGUST 1976 KINGDOM OF SPAIN LOAN. 

2. AFTER CONSIDERABLE INTERNAL DEBATE (REFTEL) THE GOV- 
ERNMENT PUBLISHED A DECREE IN JULY ALLOWING PREPAYMENT 
OF FOREIGN DEBT. THE AUTHORITIES THEN NOTIFIED THE 
LEADING MEMBERS OF THE MULTIBANK CONSORTIUM THAT ON 
AUGUST 17 AND SEPTEMBER 9 THE FIRST TWO TRANCHES OF $250 


Sheryl P. Walter Declassified/Released US Department of State EO Systematic Review 20 Mar 2014 



Sheryl P. Walter Declassified/Released US Department of State EO Systematic Review 20 Mar 2014 


MILLION (PLUS INTEREST) WOULD BE REPAID. WE UNDERSTAND 
THAT SIMILIAR NOTICES WILL SOON BE GOING OUT TO ANNOUNCE 
PREPAYMENT OF THE REMAINING $500 MILLION IN OCTOBER AND 
NOVEMBER. ALTHOUGH THERE MAY BE SOME SLIPPAGE IN THESE 
DATES. 

3. THE TREASURY HAS CALLED IN SEVERAL OF THE MAJOR 
FOREIGN BANKS TO DISCUSS REFINANCING ALL OR PART OF THE 
LOAN. THE BUDGET FOR 1978 DID NOT MAKE ANY PROVISION 
FOR DEBT RETIREMENT OF THIS MAGNITUDE, SO REFINANCING 
IS NEEDED TO PREVENT A MAJOR SHORTFALL. IT APPEARS 
THAT THE GOVERNMENT NOW INTENDS TO BREAK THE TOTAL 
AMOUNT DOWN INTO TWO SEPARATE $500 MILLION PACKAGES AND 
IS SHOPPING AROUND FOR THE BEST OFFERS. AMERICAN BANKS 
WE HAVE TALKED TO ARE OF COURSE NOT THAT HAPPY TO SEE A 
LARGE 1 AND 3/8 LOAN REFINANCED AT 5/8. BUT THE SPANISH 
AUTHORIRIES ARE WELL AWARE OF WHAT OTHER BORROWERS ARE 
PAYING AND WILL BE UNWILLING TO SETTLE FOR MUCH LESS. 
ALSO, THE APPROVAL PROCESS FOR FOREIGN BANK BRANCHES IN 
SPAIN IS NOW UNDERWAY, AND MOST OF THE HOPEFULLS MAY 
FEEL CONSTRAINED TO DEMONSTRATE THEIR "FAITH" IN 
GOVERNMENT BORROWINGS. HOWEVER THIS FEELING IS NOT 
UNIVERSAL, AND WE HAVE HEARD THAT AT LEAST ONE MAJOR U.S. 
BANK HAS TOLD THE GOVERNMENT THAT IT WILL NOT GO BELOW 
3/4. THERE WILL PROBABLY BE OTHERS WHO OBJECT TO THE 
LOW RATES AND LONGER GRACE PERIODS BEING DISCUSSED. 
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BUT COMPETITION FOR GOOD CREDITS IS TIGHT AND EURODOLLAR 
RATES ARE VERY LOW SO WE DO NOT ANTICIPATE SPAIN'S 
HAVING ANY MAJOR DIFFICULTY IN REFINANCING THE WHOLE ONE 
BILLION DOLLARS, ALTHOUGH THE PROCESS MIGHT STRETCH OUT 
INTO EARLY 1979. THE WAY IT LOOKS NOW, U.S. BANKS 
AND GERMAN BANKS RESPECTIVE Y ARE LIKELY TO HEAD THE 
SYNDICATES PUTTING TOGETHER THE TWO $500 MILLION LOANS. 
THE TERMS MAY BE AS LONG AS 10 TO 12 YEARS, WITH A 5 TO 
7 YEAR GRACE PERIOD. THE BANKS ARE TRYING FOR A SPLIT- 
RATE, 5/8 FOR THE FIRST HALF OF THE LOAN PERIOD AND 
3/4 OR 7/8 FOR THE SECOND PART. WE WILL REPORT FURTHER 
AS THE DETAILS ARE FINALIZED.TODMAN 
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